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In this inflationary economy characterized by increased cost of our 
services on the one hand and the understandable resistance of clients to 
increased fees on the other, we must consider every area in our examina-
tions where economies can be excercised without decreasing the effective-
ness or quality of our work. One of these areas is the utilization of the 
work done by internal auditing departments where such departments are 
an effective part of our clients' organizations. 
REQUIREMENTS OF COORDINATION 
Coordination of the internal auditing programs with our own pro-
grams is not always an easy task: it requires a great deal of advance plan-
ning and understanding between ourselves and the internal auditors. 
Programs for coordination must be individually developed according to the 
particular requirements and the form of business organization. It is appar-
ent in considering the degree of coordination we have achieved with many 
clients that it is impracticable to set forth a uniform program. Our experi-
ence has varied even between companies of approximately equal size and 
engaged in similar businesses. We have engagements in which the internal 
auditors actively participate in many phases of our work. Our experience 
varies from a high degree of coordination down to the point where the only 
real contact we have with the internal auditors is a review of their audit 
programs and reports. A successful program of coordination requires active 
imagination on the part of both auditing groups. 
Coordination of our programs with those of the internal auditors does 
not mean, for example, that we will audit the assets and they are to audit 
the liabilities, or that we will assume the responsibility for cash while they 
are to assume the responsibility for receivables. Such a program is obviously 
impossible in view of our responsibility to stockholders and other inter-
ested outside parties to maintain independence. In order to render an 
opinion we must examine and test in some manner all phases of the account-
ing for the year under review. While it is true that we may be able to 
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modify the extent of our tests, based on the work performed by internal 
auditors during the year, the fact remains that we must also be satisfied 
that our reliance upon their work is justified at all times. For this reason 
the work of internal auditors when relied upon must be subjected to critical 
review. 
E V A L U A T I N G T H E INTERNAL AUDIT 
Certain factors necessary to consider in evaluating the work of internal 
auditors are: 
• Independence of the internal-audit department 
Do they have a free hand in determining the scope of their work? 
• Type of personnel 
Do they have people properly trained in auditing? 
• Adequacy of programs 
Are they written programs and are they comprehensive in scope? 
• Audit workpapers 
Are they maintained as a permanent record, and are they properly 
prepared and informative? 
• Reports 
Are they well written? 
Do they contain suggestions for revision and improvement of exist-
ing procedure? 
Are exceptions and suggestions properly followed up? 
We should avail ourselves of the internal auditor's familiarity with 
the everyday routine and details of the business. This familiarity on his 
part is understandable from the nature of his work. 
When we discuss coordination of internal auditing as a cost-reduction 
factor, some clients may reach the conclusion that such coordination should 
result in a substantial reduction in our fees. We must be alert to point out 
that the salaries paid to internal auditors and the fees paid to us are only 
a part of the evaluation. The motivation behind a well-coordinated pro-
gram takes the amount of the fee into consideration, of course, but the 
product received in return must also be evaluated. The objectives should 
be to combine our respective auditing efforts in such a manner that.the 
client receives the greatest return for each auditing dollar spent, whether 
it be for internal auditing or independent auditing. 
T H E COORDINATING PROCESS 
The job of coordination is not something we ordinarily consider from 
time to time during the year. However, to produce the desired results we 
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should keep in touch with the internal-auditing groups continually through-
out the year, as they are our best link with the accounting affairs of their 
companies. 
I mentioned before that a program of coordination requires a great 
deal of planning. This planning should commence early in the year, with 
a review of the internal auditors' plans for the entire year. Naturally we 
like to see plans for complete internal audit coverage of all accounting 
locations, plants, and branches at least once each year; we also like to see 
rotation of the dates of internal auditors' examinations, and from time to 
time, rotation of the in-charge auditors. Advance planning of their visits 
is beneficial to us, as it permits scheduling our personnel in such a way 
that they are available when the internal auditors take up examinations 
at particular locations. In this manner, the benefit of their assistance is 
available to us in many ways during our interim work. 
Early in the year is also the best time to review the results of the 
prior year's internal-audit work. Were some areas weak? Did we unneces-
sarily duplicate some work, and do either of us have any suggestions for 
improvement? We should emphasize that we appreciate being advised 
currently of proposed changes in accounting procedures and that we would 
also welcome being called in to discuss possible audit implications occa-
sioned by such changes. This is another opportunity to join with the 
internal auditors in deciding upon the best manner to handle revisions. 
Much time is wasted in the field when our staff programs are not up to date 
in all respects. 
We find in some instances that the internal auditor serves as a most 
useful liaison between the accounting department and ourselves during the 
year. We should inform them early in the year that we desire certain 
account analyses and request that they follow through to see that such 
analyses are prepared currently and are made available during preliminary 
and final audit work. 
Throughout the year we should receive copies of the internal auditors' 
reports and at intervals review certain of their workpapers. We, of course, 
are anxious to determine the scope of their work and the extent of their 
tests, as this information is of great value in determining the scope of our 
audit programs or in revising them in the light of findings indicated by 
these reports. If their audit program is complete and effectively performed, 
and if their report indicates that the accounts and internal controls are 
satisfactory, we are justified in modifying the extent of our programs. 
As a substantial portion of the audit time on an engagement is usually 
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spent in verifying cash, receivables, and inventories, these are logical areas 
to search for ways of coordinating our programs. 
METHODS OF COORDINATION 
The methods of coordination set forth subsequently in this paper may 
have no application in certain situations; however, they have worked out 
well under some circumstances. 
Though the audit of cash necessitates a vast amount of detail work, 
it sometimes proves to be a difficult area in which to reduce our par-
ticipation to any substantial degree. Almost every transaction eventually 
finds its way to the cash book, either as a receipt or a disbursement. The 
cash account is, therefore, the very heart of all business; in order to get 
the feel of just how a particular enterprise is functioning, we cannot spend 
less than a certain amount of time, no matter how much cooperation we 
receive from the internal auditors. There are certain areas where they can 
assist us, and we should, of course, make use of these opportunities. Where 
simultaneous cash counts at the same or several locations are required, 
it is advantageous to have members of the internal-audit staff work with 
us under our supervision. Then, too, in companies having numerous bank 
accounts and petty cash funds, it is effective to have confirmations prepared 
under the direction of the internal-audit staff and delivered to us for 
mailing. 
Generally, in the auditing-economy approach, there doesn't appear 
to be much opportunity for substantial reduction in our audit time under 
our program for tests of cash transactions. In cash work, as all of us know, 
most of our tests are indicated by the accountant's initials in the program. 
In our position, it could prove most embarrassing to have the initials of 
an employee of our client as the only evidence of work done. To combat 
this obvious defect, it would be necessary to have the internal auditor set 
up workpapers and schedules which we could review and test-check as 
evidence that the work had been properly done. While it is true that by 
this procedure we could reduce the amount of our time, the over-all audit 
time would be increased by the necessity for having the internal auditor 
prepare a permanent record of his work. If the existence of an internal-
audit staff is solely to reduce fees paid to the public accountants, this 
approach might be successful. However, if our goal is to obtain the most 
value for each auditing dollar spent, then this method falls somewhat short. 
Another approach to our problem is the consideration that in order to 
render our certificate we must perform certain audit operations. This being 
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true, it is a duplication of effort for the internal auditors to perform the 
identical operations. I am referring to our certifying of bank balances at 
the year-end; it may be that, since we will perform this work, it is unneces-
sary for the internal auditors to request such certifications during the year. 
This could also apply to the examination of securities. 
We have worked out, in many instances, satisfactory arrangements 
for coordinating procedures in confirming receivables. The principal con-
siderations are that we must know that the basis of the internal auditor's 
selection of accounts to be confirmed is similar to ours, that some large and 
some small balances are selected, that consideration is given to selecting 
delinquent and past-due accounts, and that mailing procedure is adequate. 
An effective confirmation program on the part of the internal auditors 
means that we are justified in reducing the number of requests we must 
send out. An example of this is in audits of mass accounts such as exist 
in the public utility industry, where the internal-audit department performs 
a very productive service to its company. In many of the large utilities 
the individual accounts number well into hundreds of thousands. If we can 
accept, to a large extent, the work done by the internal auditors on this 
mass of detail, we may confine our work to limited tests of these records 
and a limited selection of individual account balances to be confirmed. 
In such audits the internal auditor has more time to go into detail than 
we have. He often digs much deeper and goes much further below the 
surface of the paper records. To a greater extent he can accompany meter 
readers to test meter readings, verify more commercial billings with meter-
chart records, and make spot checks on the field to determine if there is 
unauthorized use of the utility's service. 
A type of program that may also work out very well for locations 
which we may visit only at the year-end for inventory observations, but 
which the internal auditors may visit on an interim basis, is to have the 
internal auditors send us before the time of our visit a trial balance and 
selected confirmations. We can check out the confirmations, control the 
mailing, satisfy ourselves as to adequacy of coverage, and test-check the 
trial balance to the detail ledgers when we visit the location to observe 
the inventory. Such an arrangement serves to reduce our out-of-town work, 
thus lowering expenses to some degree. 
Work on inventories, particularly observing physical inventories, is 
an area in which the internal auditors can help us a great deal, especially 
in those instances where the company has numerous inventory locations. 
With their assistance we can sometimes materially reduce the number of 
locations necessary to visit. We will also find that internal auditors have 
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a good knowledge of materials and supplies usage and because of this are 
alert in spotting excessive and slow-moving stock items. Aside from inven-
tory observations by internal auditors they generally take an active part 
in planning for physical inventories and test-checking tabulated results. 
Although we duplicate this work to some extent, a savings in our effort 
may be achieved through informal cooperation with them, since they have 
the intimate knowledge of conditions and procedures. 
It is often advantageous for the clients to arrange for joint audits 
performed by us and the internal auditors. This is particularly appropriate 
where we audit certain locations of a company every year because of sub-
stantial company operations performed at those locations. For example, 
balances due from customers could be jointly confirmed. Each might select 
certain letters of the alphabet and send requests for confirmation to cus-
tomers thereunder; or we might send requests to all customers showing 
balances in excess of a fixed amount, whereas the internal auditors would 
mail requests for confirmation of all or a part of the remaining balances. 
The follow-up of all confirmation replies and the tracing of differences 
and exceptions reported might be delegated to the internal auditor, but 
the results reviewed and tested by us. Another example would be joint 
tests of physical inventories at those plants where inventories are large. 
There are many phases of the audit which lend themselves to joint 
performance. If joint audits are to be successful we must, of course, have 
confidence in the ability and integrity of the internal auditors. 
Frequently internal auditors undertake special examinations, such as 
checking capital expenditures, studying insurance coverage and related 
premium payments, reviewing and checking payrolls, surveying certain 
internal-control procedures, and the like. We should carefully review such 
reports since they may have some effect on modifying the extent of our 
tests under audit programs for a particular year. 
Other phases of the auditing work performed by internal auditors 
which may limit the extent of our tests are: 
• Checking payments made for advertising, rentals, maintenance serv-
ices, etc., against related contracts 
• Comparing shipments with sales orders or contracts and billings 
• Comparing vendors' invoices with purchase orders and receiving 
tickets 
• Checking the computation and propriety of cash discounts on sales 
• Comparing sales forecasts with actual results 
• Comparing budgeted expenditures with actual expenditures 
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The availability of reports and workpapers on special examinations 
and extensive work performed by the internal auditors on the operating 
accounts can be a great deal of help in examining balance-sheet accounts 
and in analyzing operations, particularly since a considerable time is 
usually spent in preparing such reports and on investigating certain items. 
CONCLUSION 
In conclusion, it is apparent that coordination of our work with that 
of the internal auditors can be achieved on many engagements, par-
ticularly from an auditing-economy point of view. The primary requisite 
is that an awareness of the common interests and objectives of the two 
kinds of auditing should exist in the minds of auditing groups and of man-
agement. Once these are understood, the particular methods of coordina-
tion can be considered, experimented with, and applied in the most effec-
tive manner. 
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